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C O U N C I L  C O M M U N I C A T I O M  

m: THE CITY CoUNclL 
m: THE CITY MANAGER'S OFTICE 
COUNCIL MEETING DATE: OCTOEER 18, 1989 

~ I M E N D E D  ACTIOK: That t t ~  Ci ty  council  amrove the attach& 
Resolution ad0pti.m an annual !nvestment policy 
guidelines. 

EiACKGWN'D INEt3R+RIW"M The California S t a t e  
Al31073 in 1984 requiring local agencies to adopt 

- -  
and in te rna l  control  

Legislature enacted 
an annual inVestn.ent 

pl icy.  

This policy is pwsented to t he  Ci ty  Counc i l  after t h e  books are closed 
to enable staff to obtain ce r t a i n  benchmark: rates of return for t h e  
f i s c a l  year 1988-89. Page 3 of the attacned investment policy 
indicates these cxmparable benchmark rates. 

Finance D i r e c t m / T r e a s u r e r  

Attiichments 
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RESOLUTION NO. 89-146 

A RESOLUTION ADOPTiNG A N  ANNL'AL STATEMFNT OF INVESTMENT 
POLICY AND INTERNAL CONTROL GUIDELINES 

WHEREAS, l eg i s l a t ion  enacted by the Legislature of the S t a t e  of 
Cal i fornia  requires the adoption by c i t i e s  of a n  annual investment 
policy; and 

a program of internal  controls by which the Ci ty ' s  investment program 
sha l l  be administered; 

WHEREAS, the City Counci? of the City of Lodi wishes t o  implement 

NOW, THEREFORE, BE I T  RESOLVED t h a t  the City Council o f  the City 
of Lodi hereby adopts an Investment Policy as  s e t  f o r t h  i n  E x h i b i t  A 
and incorporated herei n by reference; 

FURTHER, RESOLVED, t h a t  the Cjty Council o f  the City o f  Lodi 
hereby adopts Internal  Control Guide1 ines ,  attached hereto as Exhibit B 
and incorporated herei n by reference. 

Dated: October 18, 1989 

adopted by the City Council of the City o f  Lodi i n  a regular 
meeting held October 18, I989 by the following vote: 

I hereby c e r t i f y  t h a t  Resolution No. 89-146 was passed and 

Ayes : Council Members - 

Noes : Counci 1 Members- 

Absent: Council Members - 

Alice M. Reimche 
City Clerk 
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EXHIBIT A 

CITY OF LQDI 
S T A T E "  OF Ih .XS"T POLICY 

This statement is intended to provide guidelines for the 
investment of the city's tencrporary idle cash under the Prudent Man Rule. (1) 

Purpose 

Objective 
The Cihr's cash m a q m t  system is desiq-rifta to  acmra'ely 

Itlonitor and forecast exrjendit&es and revenues, thus enabling the C i t y  to 
invest funds to the fullest extent possible. 
the highest yield obtainable as long as investments m e e t  the cri+ceria for 
safety and l iquidity. 

-- policy 

purposes. 
in each Fund. 

The C i t y  strives to obtain 

'?~IS City maintains a pooled cash concept for investment 
Interest eamiriis are allocated according to average daily cash 

Investmnts m y  he made in the following instmmnts as allowed 
under current legislation of the State of California (Govennnent M e .  
Section 53600 et seq.) . 

. Securities of the U. S .  Governrent, State of California 
or Local Agencies 

. Wal Rgency Investrwnt Emd (State Pool) 

. M f i c a t s s  of Deposit (time depsits) 

. Negotiable Certificates of Deposits 

, Bankers A c c e p t a n c e s  

. Ccpmpxrciai Paper 

. Money Market Fwds 

. Repurchase Agreewnts (collateralized by U.S. Treasury 
securities 1 

. Pasdxmk Savings Account 

. Other that are, or my beccme, legal investments through 
the State of California Government Code and with prior 
approval of the C i t y  Council 

(1) Civil Code Section 2261, et seq. states in part , "...in investing for 
the benefit of another, a trustee shall exercise the judgment and care, 
under the circsnStances then prevdling, which men of prudence, discretion 
and intelligence exercise i n  t5e m a g m t  of their cxn affairs." 
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Criteria for Selecting Investments (m o d e r  of priori ty)  
I 

1. Safety 

p t e n t i a l  loss of pr inc ipa ,  interest or a &ination of these amourits. 
The f i r s t  level of r i sk  control is found i n  state l a w  which restricts the 
particulzir type of investment pemissible for mmicipalities. The second 
level of r i sk  co~tml is reduction of  default r i sk  by investing in 
instmm.ts that appear, u p n  examination, to  be the most credit  wo_rthy. 

Safety and risk associa';ed w i t h  an investment i-efers to the 

The third level of risk cantrol is reduction of market. r i sk  by investing 
i n  instruments that  have mturities coinciding with dates of disbursement, 
thereby eliminatirlg r isk of loss f m  a forced sale. 

The City of Lodi only invests i n  those ins-nts that are considered 
very safe. 

2. L i q u i d i q  
Liquidity refers  t o  the ab i l i ty  to easi ly "cash in" a t  any the 

w i t h  a mini.mil r i sk  of losing sane portion of principal or ixterest. 
Maturities of time cert if icates issued by banks and savings & loan 
cuqanies are selected i n  anticipation of disbursemat needs. 
ox the total amunt invested w i t h  the Iocal Agency Investment I.'turd cm. be 
withdrawn i n  a 24-hour pericd. 

3.  Yield 

arid is  also described as the rate of return. 
the highest yielc! possible w h a  selecting an investmerit provided the 
criteria for safety and liquidity are met.. 

Portrions of 

Yield is thc potentdal dollar earnings an investment can provide 
"he City atten'pts to  &tain 

Policy Constraints 
The City operates its investment pm-m with mny state and 

self  inlposed constraints. 
C O r p o r G t e  bonds. 
specifically authorized by Council. 
to  asnure prudent managerrwt. 

It does not speculate, purchase stocks or  
It does not deal in reverse repurchase agreemmts unless 

The portfolio is carefully mnitored 

safekeeping 
A l l  securities that may be purchased, includkg collateral  frcm 

repurchase agreemnts f r a n  brokers, broker/dealers or banks, are 
transferred to the City's designated bank. 
sends to  t h ~  City a mnth ly  statement of what is being safekept which 
shall be reconciled monthly with the City's records. 

"he City's designate? bank 



Invest~t?ent Coatrols 
Ti City has developed a System of Internal  Investrwxt Controls 

m d  a Segregation of Respnsibi l i t ies  of Investment Functions (Exhibit A j  
i n  order to assure an adequate system cf internal control over the  
invesiment function. 

A Finance Deparbent Inves-t Carmittee has been developed to ensure 
controls are in order and prudent investmmt procedures are f o l l d .  
MfaIbers of the C k t t e e  are as follm*s: 

AssisW-t Finance D i r e c t o r  

Revenue/CollectiOns Technicim and 

Imestment Reports 
Amually, the "re- w i l l  subit a S t a t m t  of Investment 

policy to  t h e  city ~ ~ u n c i l  for their approval. Fanthly, ~e ~ r e a s u r e r  
shall sui;pnit a report to the City Ccmcil and C i t y  Manacjer sf;awing the 
type of investmnt, institution, date of matur i ty ,  ammt of deposit, 
mar-ket value of a l l  securities with a maturity of over twelve mnths, rate 
of interest, specify in detail each investment mde in repurchase 
agreements and other such &ta as may be required by the C i t y .  

Investment A u d i t  
Annually, there shdll be an external audit of the C i t y ' s  

investment p q r a m  to assure canpliance w i t h  invesbwnt policy and 
cantrols. 

Investmmt Performance Evaluation 
Perfomce evaluation should include certain oenchmark mzasures 

of rate of return. 
of return and Mi' s a x p r i s o n ,  are as follows: 

E?en&marks used for 1937-88, with average market rate 

Benchnark &asures 1988-89 Average Yield 

9O-day U.S. hreasury Bills 8.24% 

Federal J h r d  Rate  8.15% 

M z z r i l l  Lynch Ready Asset 
(Wney Market Fund) 

8.29% 

bzal Agency Investrrent Fund 8.65% 

City of M i  0".66% 
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EXHIBIT B 

%.e follcwhg Lcternal control guidelines and segregation of 
responsibilit ies of Treasurer func*ions have been ccmpiled by the 

California Municipal Finance Officers Association and the County 
Treasurers Association. 

I California *Mm.icipal T?_I -ar rs  Fs-mciatron, in cooperation with the 

I 

OBTEcfIVES OF I"& CCM'IWL 
Internal control is the plan of orqanization and a l l  the related 

systems established by the manag&t's objekive r ~ f  ensurhg, as fa r  a s  I 

I 

I practicable: 

. the orderly ard efficient  coxx3xt of its business, including 

. the safegilard;slg of assets 

. the prevention or detection of erroxs and fraud 

. the accuracy and canpleteness of the accountthy records 

. the tin?e;y preparation of rel iable financial bformition. 

adherence to managemerit pl icies 

LIMITATIONS OF l"EW% CDNIliOL 
No internal control svstgn, hcwever elaborate, can by i t s e l f  

guarmtee the zchievenw?t of &ag&tIs objectives. 
can provide only reasonable assurar~ce that the objectives are met, because 
of its inherent limitations, i n c l r r d i n g r  

In temai  control 

. r r i c - ~ g m t ' s  usual requirement that  a control be 
cost-effective . the direction of mst c o n t r o l s  e t  recurring, rather than 
unusual, types of transactions . human error & i  to misunderstanding, czrelessness, fatigue or 
distractiofi . p ? e n t i a l  for collusion that circumven- controls dependent 
u p n  segregation of functions . potential for a person responsible for exercising control 
abusing that respansibiiity; a member of management is 
frequently in a p s i t i e n  t o  override controls wkic31 
management has set up. 
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. 
J%DE"E OF IWI'ERNAL CONTROL 

an organization can satisfy the objectives of internal contml. 
elements are: 

E l e w n t s  of a system of inte,mal control are the neans by which 
"he 

1. Organization 
Swzif ic  resDonsibilitv for the DerfoLz-ce of duties should 

be assigned andL lines of Gthori ty a& report&g clearly identified and 
understood. 

2. Personnel 
Personnel should have capabilities CaTmensurate With their 

responsibilit ies.  
tho quality and q m i t i t y  of supervision are thus i m p o r t a r k  

Perscrnnel selection arid training policies together vith 

3. seg regation of Functions - 
Segregation of in-zible functions reduces the r isk  that 

a WSOE is 51 z position both to p q x t r a t e  and conceal errors or fraud 
i n  the normal course of duty. I f  two parts of a transaction are handled 
by different people, collusion is necessary to conceal errors or fraud. 
In prtic~lar, the functions that should be considered whex evaluating 
sqregation cJf functions .ax authorization, execution, recording, custody 
of assets and performing reconciliations. 

4. Authorization 
A l l  transactims &mld be authorized by an appropriate 

responsible individual. 
should be clearly delineated. 
specific transactica or granting general authority for  transactions should 
be in a position ccmwnsma& w i t h  the nature and significance of the 
transactions. Delegation of authority t o  authorize transactions should be 
handled very carefully. 

The responsibilities and limits of authorization 
The individual or grwp authorizing a 

5. Ccmtro l s  Over an A a m n t i r q  System 
Controls over w accaunting system include the procedures, 

both manual and EDP, carried o u t  independently to  ascertain that recorded 
transactions are ccmplete, valid, authorized and properly recorded. 

6 .  Safeguardkq of Assets and Records 
Controls s h u l d  be i. place to prevent and detect loss, 

theft or deterioration of assets. 
to prevent the loss or destruction of records and documentation. 
ccntrols would involve custodial cont ro ls  which are designed to prevent ox 
detect unauthorized access to or use of assets and records and 
accountability controls which carpare accounting records t o  assets tm 
detexmine whether recorded assets exist and are p r o p l y  recorded in 
accordance w i t h  generally accepted accounting principals (G.A.A.P. 1 . 

6 addition, safeguards are necessary 
These 

7. Management 
'RE= are the controls exercised by management including 

day-to-day supervision, overall supervisory con t ro l s ,  management review of 
s i g n i f i m t  transactions, m . a g m t  review of accounts and ccsrrparison 
thereof to budgets, management review of the adqJacy  of internal con t ro l  
m d  the internal audit. function. 
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SEGREGATION OF R E S ~ ~ ~ I L I T I E S  OF THE TREASURER RJNCTIO~S 
CITY OF D I  
Fbnction Responsibility 

1. Authorization of hvestmnt 
transactions: 

. Formal bwes.tment p o l i L y  
should he 
- pr2pared by.; ..................... Treasurer 

- submitted to...................... City Counc i l  

. Investmnt t r a n ~ a ~ t i ~ n ~  
should be azroved by ............... Treasurer 

2. Execution of invesfsent Assistant Finance D i r e c t o r  AND 
transactions : ......................... Revenue/cOlleCtions Technician 

3. T h l y  recording of 
investxent transactions : 

. Recording of i n v e w t  
transactions i n  the 
Treasurer's records.................FhmCe Departm?nt Secretary 

. f?.rding of investment 
transactions in the 
accounhg records .................. Senior Accwt C l e r k  

4. Verification of investment, 
i.e., mat& broker 
confirmation to  n ' s  
records ............................... Treasurer 
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Function Respnsibility 

5. Safegmrding of Assets and 
Records : 

. Reconciliation of 
Treasurer's records to 
the Accounting records .............. Finance Department Secretary 

. Reconciliation of 
Treasurer's records to 
bank sta-ts and 
safekeeping records ................. Revenue/Collections Techriician 

r~,ived ............................ Rev~ue/Collections Technician 
. Recording hterest 

. Review of: (a) finaxial institution's 
financial  on ................. T r e a s ~ ~ ~  
(bf safety, liquidity and 

instrump~lts.........................Treasurer 
and (c) reputation and fLmncia1 
= o n d i t i o m  of investment 
Brokers/Wers ..................... Treasurer 

potential yields of imreStme nt 

. Periodic. reviews of 
collateral should be 
perf0 rn;ed............-....*........TreaSurer 

6. Manaqement' s periodic review 
of the investment portfolio 
as p r e p &  by the Wa- - key areas which should be 
reviewed are investrent 
types, purchase price, 
Illarket values, maturity 
dates arid invesbwnt yields 
as well as conformance to 
stated investment policy.. .. .. ,. .. , . Indepdent Auditors 

7. "0 achieve the objectives of internal conitr~l, the Treasurer m y  
deleqate or transfer any of the akme responsibilities except those 
of City Council. 
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RESOLUTION N O .  89-146 

A RESOLUTION ADOPTING AN ANNUAL STATEMENT OF INVESTMENT 
POLICY AND INTERNAL CONTROL GUIDELINES 

WHEREAS, legis la t ion enacted by the Legislature of the S ta t?  of 
California requires the adoption by c i t i e s  of an annual investment 
policy; and  

a program of interna? controls by which the Ci ty ' s  investment program 
shal l  be administered; 

WHEREAS, the City Council o f  'the City of Lodi wishes t o  implement 

NOW, THEREFORE, BE  IT RESOLVED that  the City Council o f  the C i t y  
o f  Lodi hereby adopts an Investment Policy as s e t  fo r th  i n  E x h i b i t  A 
and incorporated herein by reference; 

hereby adopts Internal Control Guidelines, attached hereto as  E x h i b i t  B 
and i ncorpora ted herein by reference. 

FURTHER, RESOLVED, t h a t  the City Council o f  the City o f  Lodi i 

Cated: October 18, 1989 

adopted by the City Council of the City of Lodi i n  a regular 
meeting hild October 18, 1989 by the following vote: 

I hereby ce r t i f y  t h a t  Resolution No. 89-146 was passed and 

R.yes : Council Members - Hinchman, Olsor;, Pinkerton and Reid 

Noes : Council Members - None 

Absent: Council Members - Snider 

Alice M .  Reimche 
Ci ty  Clerk 
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